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Preface


RICHARD KOCH


For the past forty years I have searched for simple, elemental, elegant and parsimonious principles that will help individuals create great new businesses, and thus enrich the world and the people involved.


Principles are wonderful things, because if they are really powerful they can save us enormous effort and stop us going down dead ends. In science and business there are just a few such principles; but whereas most scientists are aware of the beautiful principles in their field, few business people are guided by principles in their daily work, preferring to rely on methods – the next level down. Yet, as the nineteenth-century philosopher Ralph Waldo Emerson said, ‘As to methods there may be a million and then some, but principles are few. The man who grasps principles can successfully select his own methods. The man who tries methods, ignoring principles, is sure to have trouble.’


To qualify, a principle must be so overwhelmingly powerful that ordinary mortals – such as you or me – can reliably create extraordinary results, not through personal brilliance, but just by following the principle carefully and with a modicum of common sense.


The principles can tell you which businesses you can create or work within, with a reasonable expectation that if you follow the principles, the business will stand a great chance of success.


Through trial and error, I have had some success in identifying some really stunning principles. If you had asked me four years ago which single principle works best in business, I would have said the Star Principle. As you may know, this is my interpretation of the famous ‘Boston Box’, invented by the Boston Consulting Group. Also known as the Growth– Share Matrix, the Boston Box says that every business falls into one of four categories:




	
Star – the largest business in a high-growth market.


	
Question mark – a business in a high-growth market but not the largest in it.


	
Cash cow – the largest business in a low-growth market.


	
Dog – a business in a low-growth market that is not the largest in it.





The Star Principle says:




	The best businesses are ‘stars’: that is, they hold the number-one position in a market or niche that is growing fast (by at least 10 per cent a year over several years).


	Stars are incredibly valuable because they can grow exponentially, while also being very profitable and cash positive.


	Stars comprise only about one or two out of every hundred businesses, yet they account for more than 100 per cent of cash generated over the lifetime of the product (because some non-star businesses absorb more cash than they generate). Hence stars are the businesses where entrepreneurs, venture capitalists and other investors make all their money.


	It is possible to create a new star business by overtaking the early leader in your market, by inventing a whole new business category from scratch, or by re-segmenting into a new business category that is a subset of the original market.1






By applying the Star Principle to my investments I have built up my personal wealth.2 Over the past twenty-three years I have invested in sixteen start-ups or young companies, of which eight have returned at least five times my original capital. This has created returns of about 20 per cent a year compounded – far above the average attained by professional venture capitalists.


How have I managed to do this? By following the Star Principle. I now invest only in businesses that are stars or have the potential to become stars in their particular markets.


There is, however, a problem. The Star Principle tells you whether an existing business is already a star. But it does not tell you how to create a star business, nor how to overtake the market leader in a high-growth market and thus become a star.


So is there another principle that can tell you how to do that, reliably and with a high chance of success?


I have spent the last four years trying to find out.


Working with the venture capitalist Greg Lockwood – my co-author on Superconnect – and supported by top-quality research from OC&C Strategy Consultants, I believe we have an answer. Dare I say, the answer?


And that answer is to simplify a business and a market.


If you wish to learn why that’s so important, and how to do it, read on.




Preface


GREG LOCKWOOD


My job is to invest in businesses, so I am a professional sceptic. Instinctively, I dislike simplistic mantras and the latest management fad. I am predisposed to think that there is a lot of detail and nuance required to make businesses successful, and that the personalities who run a new company are all important. So, in many ways, I’m an odd co-conspirator with Richard, whose world-view is much more reductionist than my own – or that of just about anybody else I know!


Yet, during the fourteen years I’ve known Richard, he has helped me to understand that certain crude rules of thumb – while not invariably true – often contain concentrated insights and predictive power. The Star Principle and the 80/20 Principle are two well-validated examples. Richard’s rules are always easy to grasp, easy to communicate and, perhaps most importantly, create the philosophical resolve that leads to action. In business, being mostly correct and decisive typically yields better results than taking the time to figure out what is perfectly correct.


The simplification of business, by reducing innovation to two alternative strategies – proven in practice – is a natural extension of Richard’s 80/20 and Star principles. He simplifies the practice of strategy as well as the art of making businesses simple and highly effective.


A final attraction of the subject is that it deals with innovation in its most impactful sense. We often think of innovation as invention. There is rightly a cult of the inventor: after all, it takes a very special person to extend the bounds of knowledge, to create something fresh, or to conquer an unsolved problem. However, the first creation of knowledge touches few people. Those who deliver the most economic benefit to humanity are the simplifiers, the people who bring the fruits of invention and discovery to mass markets.


Benefit × People affected is when the world really changes, and where the highest economic rewards reside. The inventors deserve their pedestals. Equally, though, we should celebrate those who bring extraordinary value-for-money to millions. This is the cult of the simplifier.




The Secret Is Out!


In my Preface, I (Richard) talked about the importance of simplifying your business and your market. Why is this so desirable? Well, it turns out that it is the secret of creating a very large market, and of generating a very profitable business.


I first realized this when I was twenty-five and came across the Boston Consulting Group (BCG). I’d been to Wharton Business School, where I pursued an ‘individualized major’, which was a fancy name for studying everything that interested me, including cooperatives, which were in vogue at the time but taught me nothing about creating a super-profitable business. In truth, I was in a bit of a panic as to who would employ me when I graduated, because I had not specialized in a narrow skill, such as corporate finance or marketing. Moreover, although I knew a lot of arcane things about business, I knew nothing that was particularly useful. So imagine my relief when I met the recruiters at BCG, who said that they were looking for young and frankly wet-behind-the-ears people like me, because they could train us using their model of business success, which involved categorizing a client’s business as a star, a cash cow, a question mark or a dog, and then telling them what to do with it. I didn’t need to know anything myself; I just had to learn how to do that kind of analysis.


Apart from relief, though, what struck me was what a really peculiar business BCG itself was. Here it was, charging some of the top companies in America and around the world a fortune for advice that could be mass produced by a handful of smart but totally inexperienced, newly minted MBAs. I came to discover that the work was very valuable to companies as they could sell or close firms with little potential, while concentrating on the few really good businesses that they had – the star businesses. Yet, what impressed me the most was how BCG could grow like billy-o and also generate extremely high margins because its own ‘costs of production’ were so low. The simple principles behind the Boston Box made it possible for BCG to train almost unemployable people like me and then trust us to turn out original and useful analysis in a very short period of time.


How could BCG do this? Because it simplified. It boiled down the libraries of worthy work on business strategy into one dinky little model that could be replicated for any business at relatively low cost, but which could be sold at a very high price, because it had great benefits for the customers – the large industrial corporations that were BCG’s market.


What were the benefits from the customer’s viewpoint? The Boston Box was something that was so simple that it could be grasped by everyone throughout an organization, and so useful that it told all the firm’s managers exactly what to do. It was easy to use, highly practical, elegant and memorable. It could be used as a simplifying and unifying communication device throughout the client organization.




Is your business a star? Get your Star Principle score in sixty seconds at www.simplify.fm.





That set me thinking that perhaps the most successful companies were ones that were not only the market leaders in a high-growth market (the Star Principle), but also the most simple. In hard economic terms, simplifying has two great benefits:




	it can lead to high growth in a business and market; and


	it can do so at high margins, because simplifying can lead to low costs of production and high prices at the same time.





What a neat trick to pull!


Throughout my career, I had always been on the lookout for simple answers, but I had never applied the principle template to simplifying in the same systematic way as I had with the 80/20 and Star principles. Then, about five years ago, Greg pointed out this gap in my thinking. That was how we started the journey that culminated in the book you are holding in your hands.


The secret red thread


Greg and I came to the conclusion that simplifying should lead to extraordinary success. But there was a big surprise in store for us. We decided that the best way to illustrate simplifying – and to identify how to simplify – would be to explore case studies of the most successful simplifiers of the past hundred years or so. This was easier than we expected. There were plenty of great case studies available to us, from both the distant and the very recent past.


Then the truth dawned on us – the real secret of simplifying: Nearly all of the great success stories of the twentieth century – right up to the present day – are stories of simplifying.


We discovered that simplifying not only should lead to great economic success – as the theories of strategy and economics suggest. By observing men and women who have changed not only the face of business but how we work and live, we also learned that clever and creative simplifying has and continues to do just that. It really does lead to extraordinary success, and it has a huge impact on society to boot.


If you make a list of the people who have been most successful in the last hundred years – or, if you prefer, the last fifty, twenty, ten or even five years – a large majority of them have been great simplifiers:




	Henry Ford;


	Allen Lane;


	the McDonald Brothers and Ray Kroc;


	Walt Disney;


	Ingvar Kamprad;


	Kihachiro Kawashima;


	Bruce Henderson;


	F. Kenneth Iverson;


	Herb Kelleher;


	Steve Jobs and Jony Ive;


	Akio Morita;


	Bill Bain;


	
James Dyson;


	Mitt Romney;


	Jeff Bezos;


	Pierre Omidyar;


	Larry Page and Sergey Brin;


	Daniel Ek;


	Joe Gebbia;


	Travis Kalanick and Garrett Camp.





The list goes on and on, and it continues to grow as new ‘unicorns’ (private companies valued at more than a billion dollars) emerge every month.


All of these entrepreneurs simplified. Some of them were quite upfront about it. For instance, Henry Ford said of his revolutionary new car, the Model T, that






its most important feature was its simplicity … I thought it was up to me as the designer to make the car so completely simple that no one could fail to understand it. That works both ways and applies to everything. The less complex an article, the easier it is to make, the cheaper it may be sold, and therefore the greater number may be sold.1








Ray Kroc wrote that the McDonald brothers had created






a radically different kind of operation, a restaurant stripped down to the minimum in service and menu, the prototype for legions of fast-food units that would later spread across the land … Of course, the simplicity of the procedure allowed the McDonalds to concentrate on quality in every step, and that was the trick. When I saw it working that day in 1954, I felt like some latter-day Newton who’d just had an Idaho potato caromed off his skull.2








His first motto for McDonald’s, he said, ‘was KISS – which meant, Keep it simple, stupid’.


Steve Jobs described his whole approach as ‘very simple … the way we’re running the company, the product design, the advertising, it all comes down to this: Let’s make it simple. Really simple.’3 His biographer, Walter Isaacson, wrote that Jobs ‘made devices simpler by eliminating buttons, software simpler by eliminating features, and interfaces simpler by eliminating options. He attributed his love of simplicity to his Zen training.’4 Jony Ive, the creator of every Apple device from the iPod onwards, constantly harps on to anyone who will listen that his approach is to make products that are incredibly simple to use, even though the design process itself is extremely difficult. He stresses that it is hard to make something so simple. His task, he says, is ‘to solve incredibly complex problems and make their resolution appear inevitable and incredibly simple, so that you have no sense of how difficult this thing was.’5


Given these clues, Greg and I find it extraordinary that, so far as we can tell, nobody has previously realized that simplifying is the key to the kind of product and business innovation that creates incredibly high value for customers, society and shareholders alike. Simplifying has been an invisible red thread running through business history in our lifetime, and that of our parents and grandparents.


But now the secret is out! And this should enable tens of thousands of new innovators – perhaps you are one of them – to create extraordinary value for themselves and others. The process of intelligent innovation can be speeded up!


Not only that, Greg and I have made another discovery. All of these simplifiers – every single one – followed one of just two simplifying approaches. So if you want to know how to simplify, our answer is that you have a choice of two equally reliable and well-validated models.


How to simplify


The two simplifying strategies are quite different and nearly always incompatible. So, as we’ll show through multiple examples, if you want to simplify, you must choose just one of them. After some reflection and a few tests – which we will explain in detail later – it will become clear which of the two strategies is better suited to your venture, aspirations and market opportunity. You must then be uncompromising in executing the chosen strategy.


The strategies themselves are simple.


The first we call price-simplifying. This requires cutting the price of a product or service in half, or more. Sometimes, within a few years, prices may be cut by 90 per cent. On the face of it, this might sound unrealistic. Yet we will show you numerous examples of when it has happened. The new – hugely cheaper – product or service is not identical to the old, expensive product, but it fulfils the same basic function. For example, no one would argue that travelling on a budget airline is as pleasant an experience as travelling on a full-service rival, but they still get you from A to B quickly and safely. And yet, as we will explain, the way to cut prices by 50–90 per cent is usually not to provide an inferior product, but rather to organize the delivery of the product in a different way that allows much higher volume and greater efficiency … and often to co-opt the customers into doing some of the work!


In a nutshell, price-simplifying works because markets usually respond to dramatic price cuts by multiplying their size exponentially. If the price is halved, demand does not double. It increases fivefold, tenfold, a hundredfold, a thousandfold or more. If prices are reduced to a fifth or a tenth of what they were originally, demand may multiply by ten thousand or a hundred thousand times. Occasionally, the multiples may be measured in the millions – look at what McDonald’s did to the hamburger market.


Yet price-simplifying makes financial sense only if you are able to make the product simpler to make and thereby cut costs by at least half.


Of course, it is not easy to halve costs and prices, let alone drive them down to a tenth of what they were. But there is a reliable template for doing this. Even better, it works equally well in every industry and region of the world. Price-simplifying can involve radical redesign not only of a product but also of the way that the industry is organized – what is called in the jargon business system redesign. To stand a whole industry on its head is hard. Still, there is a reliable way to transform the industry, common to nearly all the examples in our research.




Video by Richard Koch: How price simplifiers exponentially spike demand, creating markets that did not exist before: www.simplify.fm.





Our term for the second strategy, which is very different but equally effective, is proposition-simplifying. This involves creating a product that is useful, appealing and very easy to use, such as the iPad (or any other Apple device of the last decade), the Vespa scooter, the Google search engine or the Uber taxi app. Proposition-simplified products are also usually aesthetically pleasing.


Proposition-simplifying creates a large market that did not previously exist in the same form, or at all. For instance, there was no market for tablet computers before the iPad. Unlike price-simplifying, products that proposition-simplify do not involve a radical reduction in price; they may even command a price premium. Yet proposition-simplifying also multiplies value for money and therefore market size by making the product or service so much easier to use as well as more practical and/or beautiful. Proposition-simplifying works when the product becomes a joy to use.


As with price-simplifying, there is a common formula for how to proposition-simplify, and we will explain it to you.


If you are the impatient type – and impatience is a virtue in business – and want to jump straight to our conclusions, feel free to go directly to Part Four: The Rewards of Simplifying, which lays out the research and summarizes our most important findings. Then read the whole book later.


For the more patient, linear reader – and patience is also a virtue – we suggest starting at the beginning, with Part One: Great Simplifiers, which describes a dozen standout cases of successful simplifying.


Part Two: How to Simplify will help you decide which of the two simplifying strategies is better for you and your firm, and then provides a template for each.


Part Three – provocatively titled Save the Dinosaurs? – examines the threat to established market leaders from simplifiers and how leading firms can stay on top. For an interactive guide to simplifying and how it can help established businesses, visit www.SIMPLIFYforCEOs.com.


Part Four: The Rewards of Simplifying looks at the financial rewards that have been gained by simplifiers in their respective fields, as examined independently of the two authors by an elite firm of strategy consultants. OC&C selected and analyzed twelve cases, six of each type of simplifying. Greg and I then explain why these companies have been so successful and how the case studies resemble – or contrast with – each other.


Let’s get straight on with it!




PART ONE


Great Simplifiers






We start by looking at some of the best examples of simplifying that our research uncovered. There are plenty of recent examples of great simplifying, but we also present quite a few cases that date back many decades. Some of you may question the value of ‘ancient’ business history. But we would turn the question around and ask, ‘Where are we likely to find the simplifiers who have had the most impact on the world?’ Admittedly, some of these are relatively modern – Apple, Google, eBay, Amazon.com, and we believe that Uber will make it into that pantheon before long. But other examples – such as Ford and McDonald’s – started a long time ago. As we will see, the most valuable simplifiers are often those that have proven track records of growth and staying power over many decades. Their successful methods have been followed by more recent simplifiers … and you can follow, too.










[image: image]


The Man Who Democratized Travel






The ordinary way of doing business is not the best way.


Henry Ford








Ancient history? No one in business today can remember the earthquake caused by Henry Ford, and even in business schools his case is rarely taught. Yet we will see that Ford’s story has priceless lessons for any ambitious entrepreneur or executive today.


When he was 45, and a moderately successful industrialist, Henry Ford took a brave stand which shook the world. The decision not only created his fortune but made him a leading architect of the twentieth century and one of the most celebrated and influential people on the planet.


He decided to simplify and democratize the automobile.




Video by Richard Koch: How Henry Ford’s Simplifying vision eclipsed all others in the car industry: www.simplify.fm.





Ford recalled the turning-point in his autobiography:






What I am trying to emphasize is that the ordinary way of doing business is not the best way. I am coming to the point of my entire departure from the ordinary methods. From this point dates the extraordinary success of the company.


We had been fairly following the custom of the trade. Our automobile was less complex than any other. We had no outside money in the concern. But aside from these two points we did not differ materially from the other automobile companies.1








When Ford had his light-bulb moment, several hundred rival entrepreneurs were making cars. They were much the same in background and activity: all engineers; nearly all product designers; all auto enthusiasts, entering cars in motor races and taking a keen interest in who won; and all making no more than a few cars a day. They sold them to the same type of customer, too – the only market at that time for cars – rich and leisured gentlemen, usually motor ‘nuts’, skilled in driving and maintaining their beautiful beasts. Ford, though not the market leader, was one of the biggest manufacturers, making around five vehicles a day.


But however conventional he appeared in 1908, there was always something odd about Henry Ford and his opinions. ‘From the day the first motor car appeared on the streets,’ he wrote, ‘it had to me appeared to be a necessity.’2 This was considered an eccentric view at a time when the cost of a car was far more than the annual wages of a skilled worker. Yet Ford was a stubborn man. Though his whole industry was in the business of providing ‘pleasure cars’ for the rich, Ford conceived a vision of something completely different. To their horror, he told his salespeople:






I will build a motor car for the great multitude. It will be large enough for the family but small enough for the individual to run and care for. It will be constructed of the best materials, by the best men to be hired, after the simplest designs that modern engineering can devise. But it will be so low in price that no man making a good salary would be unable to own one – and enjoy with his family the blessing of hours of pleasure in God’s great open spaces.3








This vision, he said, ‘led me to build to one end – a car that would meet the wants of the multitude … year following year, the pressure was, and still is, to improve and refine, and make better, with an increasing reduction in price.’4


The idea of democratizing the automobile inspired Ford. His great insight was that the key was price. If he could make a car cheap enough, it would, he believed, sell in vast quantities. He had some supporting evidence: in 1905–6, Ford made two models, one priced at $1000 and the other at $2000. The company sold 1599 cars that year. The following year he simplified both models and slashed the prices: ‘The big thing was that [my] cheapest car sold for $600 and the most expensive for only $750, and right there came the complete demonstration of what price meant. We sold 8,423 cars, nearly five times as many as in our previous biggest year.’5


It’s all very well to realize that price might be the key to expanding sales, but how did Ford manage to keep his prices sufficiently low to create a new mass market? His first idea was to redesign the product and make just one standardized, simple model:






Therefore in 1909 I announced one morning, without any previous warning, that in future we were going to build only one model, that the model was going to be the ‘Model T’, and that the chassis would be exactly the same for all cars …6


The most important feature of the new model … was its simplicity. There were but four constructional units in the car – the power plant, the frame, the front axle, and the rear axle … I thought it was up to me as the designer to make the car so completely simple that no one could fail to understand it.


That works both ways and applies to everything. The less complex an article, the easier it is to make, the cheaper it may be sold, and therefore the greater number may be sold.7








So, by making a single product – for more than a decade, with few variations and options permitted – Ford could reduce his costs considerably.


He also paid great attention to the materials that went into his cars. For example, he pioneered the use of vanadium steel, a French invention that was both very light and very strong – ideal to create usefulness for the customer. There were initial difficulties to overcome: no steel maker in America could manufacture it. So Ford found a small company in Canton, Ohio, and covered the cost of the early trials himself. As he recounted, ‘the first heat was a failure. Very little vanadium remained in the steel. I had them try again, and the second time the steel came through.’8 The new product had a tensile strength of 170,000, about 260 per cent that of normal American steel. The vanadium steel disposed of most of the weight in Ford’s car – decreasing fuel consumption – yet actually cost less than the traditional alternative.


The other plank of Ford’s low-price car was a new production system, geared to make vehicles at high scale and low cost. He built the world’s biggest factory – not just the biggest car factory – on a massive sixty-acre site at Highland Park, near Detroit. It opened on New Year’s Day, 1910, and the gain in productivity was marked: ‘Contrast the year 1908 with the year 1911 … The average number of employees [rose] from 1,908 to 4,110, and the cars built from a little over six thousand to nearly thirty-five thousand. You will note that men were not employed in proportion to the output.’9


However, although Ford managed to increase the number of cars produced per employee by nearly three times in just three years, and his cars became much cheaper to make than those of any of his rivals, the absolute level of efficiency remained low. The real breakthrough came with a proprietary innovation, designed by his production managers: the move from batch production to a continuously moving assembly line. This didn’t happen until 1913, and it was then that Ford famously insisted that all of his cars would be painted black, because only Japan black paint could dry quickly enough to keep up with the speed of the line.


The effect of simplification and scale was to move the price of a Model T down to $550 by 1914, when 248,307 of them were sold. By 1917, the price had fallen even further, to $360, with the result that sales soared to 785,432. In 1920, 1.25 million Model T’s were bought. Compared to 1909, a price reduction of 63 per cent – to almost a third of the original price of the Model T, which was itself a good fifth cheaper than comparable cars – had resulted in a sixty-sevenfold increase in the number of cars Ford sold.


Compared to Ford’s sales in 1905–6 (the year before the simplifying strategy began), the sales in 1920 marked a 781-times increase. Simplifying made the company’s cars both easier and cheaper to make. And the price reduction was enormously effective in boosting the whole market as well as Ford’s share of it. By 1920, his share had soared to 56 per cent, three times larger than that of his nearest rival, General Motors, which was an agglomeration of five different car brands. Ford was by far the most profitable car company in the world, both absolutely – relative to sales – and relative to capital employed.


Even Henry Ford himself was surprised by how much demand responded to the lower price. A price reduction to 35–40 percent of the original price boosted sales by more than 700 times. We shall see this pattern repeated throughout this book – the impact of a really chunky price reduction on sales is always grossly underestimated. The relationship between price reduction and demand expansion is asymmetrical. If you cut price by half or more, demand rises exponentially – by tens or hundreds or thousands of times. This is one of our most important findings. Radical cost reduction is one of the most powerful economic forces in the universe.


Henry Ford is our first price-simplifier. His overriding objective was to cut the price of his cars dramatically – to well below a half of the previous level. His case perfectly illustrates how cost and price reduction is not a one-off affair, but a gradual, continual process, fuelled by a few big innovations – in Ford’s case a simplified car model, standardizing on one model, and the moving assembly line – and a mass of smaller ones. Prices don’t have to be slashed in half immediately. Instead, a virtuous circle can be created, where the first cost reductions create a larger market and greater market share, with the benefits of greater scale subsequently lowering costs and prices, and raising demand further. What is essential, however, is a dogged commitment to achieve the lowest possible cost and price.


Though Ford’s main objective in simplifying was always to cut costs, he also simplified to achieve two other objectives – a more useful car (higher utility) and one that was easier to drive and maintain (greater ease of use). One reason why the Model T was more useful was that it used a new grade of steel that was both stronger and lighter than earlier versions. As a result, Ford’s car was both more rugged and more economical to run than its rivals – fuel consumption rises with weight. He designed the car for ‘simplicity in operation – because the masses are not mechanics’,10 introducing a ‘planetary transmission’ that made the gears easy to change and the car easy to manoeuvre. Hence the slogan ‘Anybody can drive a Ford’. Because the car was simplified into four structural units (the power plant, the frame, and the front and rear axles), and these were easily accessible, no special skill was required to repair or replace broken parts.


All of these design changes combined lower cost with greater utility and ease of use. Specifically, Ford’s cars were lighter, cheaper to run and maintain, more rugged and reliable, and easier to drive, maintain and repair.


Results




	For Henry Ford, a personal fortune estimated by Forbes in 2008 at $188 billion (in 2008 dollars), most of which he bequeathed to the Ford Foundation. Ford also invented the American answer to Marxism – ‘Fordism’: the mass production of simple, well-designed, cheap products, combined with high wages for workers. After the success of the Model T, Ford was courted by US presidents and he even influenced, for good and ill, the industrial policies of Lenin, Stalin and Hitler.


	For the Ford Motor Company, the creation of a powerful brand that has survived egregious mismanagement (including under Henry Ford himself and his son Edsel). The company has lasted over 110 years and currently is valued at $59 billion, having grown in value each year since 1906 by nearly 10 per cent compounded.11



	The creation of a huge global mass market for cars.


	Greater freedom for the mass of people resulting from personal mobility, previously enjoyed only by the privileged few.


	Ford foreshadowed some of the other great simplifiers who are discussed in this book, because they built on his methods.





Key points




	One way to create a huge new market – with a different type of customer, only able or willing to pay a much lower price – is to simplify your product so that it is much easier and cheaper to make, and hence sell.


	In order to price-simplify, you need to reduce the price by at least 50 per cent. This does not need to happen all at once, but you need to continue cutting costs and prices each year – by about 10 per cent a year.


	Take a lesson from Ford:



	Redesign your product from first principles, cutting out unnecessary or costly parts.


	Reduce product-line variety and if possible standardize on a single ‘universal product’.


	Reduce the number of components.


	Eliminate frills and unnecessary options.


	Use different, new, lighter and cheaper materials.


	Go for volume and production facilities that are far larger than those of your rivals.


	Organize tasks to maximize the specialization of your workforce.


	Automate tasks.








	If you are a price-simplifier, cutting your prices is the primary objective. But, like Ford, also increase your product’s quality, utility and ease of use if this can be done without incurring extra costs.
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The Billionaire Who Travels by Bus






Reach good results with small means.


Ingvar Kamprad








Ingvar Kamprad has furnished more rooms than anyone else, living or dead. He built up a company from nothing to being worth more than $40 billion. And he has done it all by simplifying.


Ingvar Kamprad was only seventeen when he founded IKEA as a mail-order company. Five years later he started selling furniture. The story goes that one day he couldn’t fit a table into his car, and a friend suggested removing the legs. Kamprad immediately had the idea of flat-packed furniture.1 He realized that half the sale price of a table was in the cost of transporting it. So if he could persuade the customer to do the final assembly – by engineering parts that fitted together easily and providing unambiguous instructions – he could cut his costs in half. It was a true epiphany.


The firm’s purpose is to sell stylish furniture at low prices. In 1976 Kamprad wrote The Testament of a Furniture Dealer, his firm’s Bible.2 The book stresses simplicity as the means to provide furniture at prices that are not just unbeatable but astounding. Yes, IKEA products should look good; yes, they should be as stylish as possible; yes, the firm builds extensively on the Swedish heritage of informal quality. But make no mistake, IKEA is founded on the idea that its goods should cost no more than half – and preferably a third – the price of equivalent furniture and furnishings. For example, in 1996, the company wanted to sell a mug for five kronor (about 40 pence or 55 US cents). A large part of the cost was transportation, so IKEA found a way to fit 864 mugs on a single pallet. Even then, the cost was deemed too high, so the mug was redesigned in order to fit 1280 on each pallet. Eventually, through further redesigns, 2024 mugs could be loaded on to a pallet, reducing shipping costs by 60 per cent.3


The obsession with target prices and economy comes directly from IKEA’s founder. Employees still talk about the time Kamprad attended a glittering event to collect a Businessman of the Year award. The security guards saw him arrive by bus and refused to let him in.4


How can IKEA be so much cheaper?


Much of the answer lies in those transportation costs. Consider that a table or a bookcase sold through a shop has to be transported at least twice and often three times – from the factory to a warehouse; from there to the store; then from the store to the customer’s home. IKEA eliminates most of this cost. Typically, its goods travel only once at IKEA’s expense – from the manufacturer to the store. And because the goods are in flat packs, they are much easier and cheaper to transport and to store than pre-assembled furniture. Of course, somebody then has to take the product to the customer’s home and assemble it there. But that person is the customer! We’ll come shortly to why customers are happy to do this.


First, though, we need to look at what else IKEA does to make its prices so attractive? If all there was to IKEA was flat-pack furniture, it would be easy to imitate. Indeed, many other stores now sell flat-pack furniture. But none has come close to emulating IKEA’s scale, success or rock-bottom prices. Why is that?


Part of the answer lies in the giant stores that IKEA has built on the edges of cities. These are far larger than its rivals’ equivalents in all of the countries where it operates. Another part of the answer is the way it organizes its stores. Right from the beginning, the stores were massive and featured a novel way of enticing customers past their wares – what IKEA cheekily calls ‘the long natural way’. This involves a steady progression, as though in a theme park, anticlockwise through the store. There are a lot of product categories, but relatively few products within each category. Instead of asking a salesperson for advice, customers must choose for themselves, helped by clear instructions, placards and a very well-designed, mass-produced catalogue. They then take their purchases on a cart or in a bag to the checkout, and from there they take them home.


IKEA therefore obtains for itself and its customers five further cost benefits, over and above the transport cost savings:




	One-stop shopping. IKEA covers just about every category of goods you need to furnish a home, from bedding and cushions to artworks. This is convenient for customers and also increases sales.


	High sales per store, even relative to space, combined with lower premises costs as a result of being located outside the city centre.
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